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CENTRALIZATION OF BANKING AND MOBILIZATION 
OF RESERVES 1 

ARTHUR REYNOLDS 
President Des Moines National Bank 

BANKING centralization may be discussed apart from 
all considerations of time and place, but as we are now 
considering the establishment of a partially centralized 
system of banking, we may most profitably concentrate at- 
tention on our own particular conditions. 

As early in our history as 1 791 Alexander Hamilton ob- 
tained from Congress after lengthy discussion legislation au- 
thorizing the foundation of what is now referred to as the 
First Bank of the United States. The Act of Congress ap- 
proving the Second Bank of the United States was passed in 
1816; the charter was not renewed on expiration, and after 
operating for some time under a charter from the state of 
Pennsylvania, the bank liquidated in 1841. 

The government owned one-fifth of the stock of these banks, 
and while they were organized as public institutions, their 
main purpose seems to have been that of gain, as the govern- 
ment itself realized fifty-seven per cent profits in eleven 
years on its stock in the first bank. 

In both of these instances, inherent weaknesses incident to 
the organization were the cause of ultimate dissolution. In 
the case of the first bank, personal differences and disagree- 
ments about federal patronage brought the question of re- 
newing the charter into politics. In the second, rivalry in 
the matter of note issues between the bank and the state banks, 
who had retained their right to issue notes, led to retalia- 
tory methods in some of the states, which taxed the circulation 
and endeavored by other means to hamper the operation of 
the Bank of the United States. Under this pressure, in 1829, 

1 Read at the meeting of the Academy of Political Science, October 14, 1913. 
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President Jackson inaugurated a political campaign against 
the bank which eventually forced it out of existence. Neither 
of these banks represents centralized banking as understood 
to-day, and any bank organized upon such a plan as they were 
would fail to meet present requirements. 

Centralization of reserves plus the delegation of credit 
control to a central organization, according to the experience 
of other nations, and even according to the consensus of 
opinion here, seems to be necessary to any plan which shall 
meet the approval of the people and at the same time accom- 
plish the desired economic end. 

The mere formation of an institution with immense capital 
and authority to hold the reserves will accomplish centraliza- 
tion and concentration. In a way, indeed, we have this in 
our present system ; but instead of considering it a benefit, we 
complain of it as an abuse and a disturbing factor. This 
suggests the error in present popular conceptions relative to a 
central bank. The people regard the main feature of such 
an institution as purely centralization and therefore they fear 
its power, whereas, when properly organized and adminis- 
tered, its main feature is responsibility and disinterested pub- 
lic service. This fact is clearly shown by experience in other 
countries extending over a long term of years. 

In this view, centralization, in order to be effective, must 
present possibilities of more disinterested public service than 
does the present administration of the banking business in the 
central reserve cities of the country. In every system recently 
proposed, the limitation of profit to be distributed to the stock- 
holders of such an association has been tacitly admitted. 
When that point of distribution has been reached, profit should 
become secondary to scientific administration to accomplish 
the purposes of organization. 

The hope of some, that our present system could by some 
changes be reinforced to withstand the pressure to which it 
is periodically subjected, has gradually been dispelled by 
broader knowledge. We now see the necessity of centralizing 
the power of our present ineffectual units in an association 
whose principal object shall be service to its constituent parts 
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and the general business of the country rather than gain in 
dollars and cents. With salaried, competent men having no 
pecuniary interests as stockholders, the incentive of profit, 
which in most business is the motive of action, would give way 
to a feeling of responsibility and disinterested service. 

An association such as this could exist in this country only 
through the cooperation of the government and the banks. 
In that form, free of political or interested individual control, 
its functions would embrace the conservation and distribution 
of credit through concentration and control of the reserve 
money of the country, and in this sphere it would be effective 
as a preventive of stringency and disaster. 

No more effective argument in favor of the proper centrali- 
zation of banking power through cooperation can be urged 
than the beneficial action in various emergencies of the clear- 
ing house associations, representing in each instance the cen- 
tralized power and credit of the members composing them. 
The government in its proposed plan recognizes the necessity 
of this cooperation, and endeavors to compel a large number 
of the banks of the country, under penalty of dissolution of 
their charters, to join in organizing the proposed system. 
Though the doctrine of centralization is accepted in part, how- 
ever, the benefits to be derived from its accomplishment are 
illogically destroyed by diffusing the power into twelve separ- 
ate associations. 

The weakness of our present system has many times been 
charged to the want of concerted action among so many 
isolated banks, each striving to care for its own interest with- 
out regard to the common good. If this want of unity has 
proved a defect in the past, what good reason can be adduced 
for the establishment of twelve competing banks, only partially 
concentrating capital and reserves, when a single institution 
would furnish greater stability in a more economical manner? 

A centralized association organized on the theory herein 
set forth would be a bank for banks and for the government. 
In the latter capacity it would relieve the finances of the 
country from the alternate expansion and contraction now 
resulting from the government's operations in collecting its 
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income and disbursing its funds. These operations, bearing 
only a slight relation to business itself, have long been re- 
cognized as a disturbing factor in our business, and by reason 
of them the Secretary of the Treasury has frequently been 
called upon to constitute himself the arbiter of credit ex- 
tension to the business interests of the country by relieving 
stress through deposits of government funds. 

In addition to this, such an association, not being conducted 
primarily for profit, would be differently situated than any 
other bank, and hence could carry at all times a large amount 
of cash on hand for the assistance of its member banks. This 
feature in itself would have a steadying influence upon busi- 
ness, and assist in maintaining confidence. 

But the functions of such an organization would be of more 
importance to the business of the country as a regulator of 
credit extension than in any other capacity, as it would have 
at its command the means of checking over-expansion of 
credit in easy times by the sale in the open market of foreign 
bills of exchange, or even by borrowing funds in that market, 
and thus accumulating cash on hand for use when the situ- 
ation was reversed. In addition to this, it would have at com- 
mand the more powerful means of raising or lowering the 
rate of discount to meet varying conditions, and it must be 
noted that this method is not an experimental one, but has 
been in effective use elsewhere for more than a century. 

Its ability to serve its stockholder banks by rediscounting 
their good available assets would furnish them a market for 
such form of credit in case of need. By the issue of its cir- 
culating notes it would be enabled to expand credit whenever 
that course was desirable, and through its relations with its 
constituent banks, when necessary, it could compel a contrac- 
tion of that credit by forcing the retirement of the notes. It 
will be observed that the exercise of the two functions last 
named would enable it to introduce into our circulating me- 
dium that elasticity long considered desirable. 

From the intimate relations that such an association would 
establish with its component members, it would always have 
the means of information concerning conditions in all parts 
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of the country. Such information would serve as a basis 
for the actual administration of its policies. 

The scattering of the reserves under our banking system 
among 29,000 banks is a violation of a principle adopted by 
every great system of banking in the world and is recognized 
as our principal source of weakness. In other countries, re- 
serves are accumulated and concentrated in institutions or- 
ganized for that purpose. When a scarcity of money occurs 
through over-expansion or otherwise, the central bank exerts 
its power and maintains business by mobilizing the reserves 
to aid in liberal credit extensions and by promoting confi- 
dence in the general situation. Other countries are able also 
to build up their reserves by raising the discount rates, which 
invites a flow of gold to the point in need of it. The reverse 
is true under our method of handling the reserves, for upon 
the first intimation of stringency, reserves which have ac- 
cumulated in money centers are withdrawn and hoarded. 

The system we have has proved satisfactory in fair weather. 
In ordinary times, the farmer, merchant or manufacturer can 
go to the bank with reasonable assurance that his require- 
ments will be met; but when clouds gather the public, re- 
membering the experiences of 1873, 1893 and 1907, begin to 
question their ability to secure credit and even money itself. 
Banks seek to replenish their reserves, which can be done 
only by decreasing the reserves of other banks, which are 
themselves endeavoring to strengthen their position by se- 
curing a greater amount of reserve money. Banks begin to 
call loans in an effort to build up their reserve. A general 
scramble is on between the people and the banks, and among 
the banks themselves, in an effort for self-protection, each 
struggling for a stronger position, which resembles the mad 
rush for safety at the theater where the cry of " Fire!" has 
been heard. Then we realize that the reserves of the country 
ought not to be scattered among 29,000 banks, forbidden by 
law from using their reserves to extend credits. The reserve, 
which by its very nature should be a bulwark in time of need, 
becomes useless for the purpose for which it was intended. 
What we need and must have is a more flexible condition, for 
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such disturbances as outlined almost invariably occur in sea- 
sons following our greatest prosperity. The farmer and mer- 
chant must know that they can secure such accommodations 
as they may need at all times, based, of course, upon the pro- 
ducts of the country. Banks must be in a position to loan 
freely and pay out money freely. To be compelled to con- 
tract or call loans at the very time when loans should be made 
brings about the condition we seek to prevent. 

What we need, then, is a centralized reserve agency, separ- 
ated and made distinct from the interests now controlling the 
large amounts of capital and reserves, through which agency 
credit may be extended at all times when required by the 
necessities of business. This can be accomplished only by 
massing such a proportion of our reserves in a central institu- 
tion as will always provide a market for the paper represented 
by commercial transactions. 

The gold reserve of any country, whether its banking system 
is reinforced by a large central institution or is based upon 
the scattered reserves as under our custom, is ultimately the 
basis upon which credit is extended, and hence the foundation 
upon which the stability of business rests. We have gold 
enough in this country to establish the proper basis for credit 
and at the same time to meet the need for cash. The bank- 
ing business is a credit business, hence the element of con- 
fidence is an important one. The business of the banker is 
to accept deposits and loan money ; both of these functions are 
required in every community. It is not the banker's fault 
if his depositors all seek to obtain their money at the same 
time out of the reasonable course of business; nor has the 
public any reason to anticipate that all loans must be paid at 
one time to meet such demand of depositors. Hence the ele- 
ment of confidence must play an important part in every 
banking system in the world. 

The secret of a proper banking system is to use the least 
possible cash and the greatest amount of credit which will 
provide a safe method of transacting business with the public. 
Other countries extend in the aggregate larger credits on a 
smaller proportionate basic gold reserve than we, owing to 
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the fact that this reserve in their cases is massed and con- 
trolled as a whole. Herein lies the secret of the confidence 
of the people of those countries in banking so conducted. 

In times of need, it is demonstrated that banks in other 
countries pay out their cash to aid their customers and prevent 
trouble while banks here call loans to benefit their own situa- 
tion. Their experience has been different from ours, and they 
have acquired this confidence because their central banks con- 
tinually ward off disturbances by precautionary measures, 
while we, acting as separate units of an equally great whole, 
have no guiding hand to bring into harmonious action the 
same or greater resources. 

The conduct and methods of these great central institutions 
may be compared to those of a vessel anticipating a storm 
and approaching the rocks and the shoals. The prudent cap- 
tain throws out his anchor and remains in the open against 
the time when the storm may come. His ability to protect 
what is entrusted to him lies not so much in what he may be 
able to do when driven ashore as in the safety he seeks before 
that dread event happens. We, on the contrary, are at sea 
without anchor, and as the increasing gale carries us inshore, 
each man naturally makes a mad effort to save himself. 

It may be said that there is, under our present system, a 
way open to the bank needing assistance by the rediscount 
of its negotiable assets, but the general situation is not helped 
by this process, for the bank which increases its reserve, and 
hence its ability to pay out cash or extend credit, does so only 
at the expense of the bank extending the accommodation, and 
when all are called on at the same time, the impossibility of 
all being assisted is at once apparent. With New York 
banks carrying net deposits from banks of about $500,000,000, 
it will be seen that we have at the present time a mobilization 
of our reserves, but in privately controlled banks subject at 
all times to their own selfish interests. When it is known that 
in ordinary times about one-third of all the money in the 
banks in the country is held in the vaults of the New York 
banks, with very little regulation or restriction, it must be 
admitted that our present system of banking under the na- 
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tional bank act tends toward concentration and centralization 
as well as individual control and power. The vast sum of 
money held in New York would, if properly regulated, afford 
a reserve sufficient for our banking system, and is a larger 
amount than is found necessary to cover the requirements of 
the Bank of England in its world-wide operations. 

There is at present no cooperation between the great number 
of medium-sized banks of the country to maintain the source 
of credit, no agreement in case of trouble. The result is that 
when they should stand united, the effort for self-preserva- 
tion makes their interests antagonistic. 

The difficulty of the situation which at present confronts 
us arises from the fact that the accumulation of our reserves 
in the central reserve cities, more or less under individual 
control, is caused by the regular and ordinary course of busi- 
ness, and the law under which the national banks hold their 
reserve makes their concentration in this way not only possible 
but legal. Under present conditions of competition for busi- 
ness it is unprofitable for the banks at central reserve points 
to hold idle from one season to another even a small pro- 
portion of the loanable part of this vast amount of capital. 
In this connection, it must be remembered that under the 
statutory reserve requirement one-fourth must remain idle 
in the form of lawful money. Banking to be continuous and 
safe must be profitable, and the banker naturally seeks an 
investment which brings a profit in interest. 

Foreign systems of banking provide for massing of reserves 
with the central banks and the purchase of paper of inter- 
national character based on products soon to be consumed, 
which can be sold at all times and bring in gold against 
which commercial credits can be extended to meet the re- 
quirements of banks, thereby creating a liquid money market. 
We do not have such a liquid money market in this country, 
the nearest approach being the loan made upon stock-exchange 
securities. In ordinary times, such securities can be readily 
converted into cash, and hence in times when money is easy, 
usually in midsummer, such loans attract much of the surplus 
reserve arising in reserve centers from commercial deposits. 
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However, when depression occurs and large numbers of in- 
dividuals seek to transform bank credits into cash at the same 
time, loans made on stock-exchange securities can not be 
collected because the securities cannot be sold. Then we have 
a collapse of our reserve system and trouble comes. 

If, now, a centralized agency were established, it would 
represent the united cooperation of all the banks of the coun- 
try; it would prevent the accumulation of the reserve money 
of the country in the reserve cities ; it would open a market for 
the handling of the foreign bill of exchange; it would be an 
agency through which the credits of the banks could be utilized 
when emergency threatened, without awaiting its actual ar- 
rival, and the concentration of reserves, now a menace to busi- 
ness, would come to be regarded as a safeguard for the com- 
mercial interests of the country. 

We must, then, have such concentration and mobilization 
of reserves as will accrue with equal benefits to all the banks 
of the country. Every banking system in the world demon- 
strates the necessity of concentration in some central place 
where all may be served in an effective and scientific manner. 
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